International 
Marketing Information 
Series 


44° bm 
S44 


Foreign Economic Trends 
and Their Implications 
for the United States 


November I98I 


PHILIPPINES 


FET 81-129 
FREQUENCY : SEMIANNUAL 
SUPERSEDES: 81-066 


PREPARED BY 
AMERICAN EMBASSY MANILA 


w 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual sub- 
scription, $50 Foreign mailing, $12.50 additional. Single copies, 50 cents, available from Publications Sales 
Branch, Room 1617, U.S. Department of Commerce, Washington D.C. 20230. 





ta 


PHILIPPINES: KEY ECONOMIC INDICATORS 


All values in US$ millions unless otherwise indicated. 


Exchange Rates (Average for periods covered) : First Annual 
1979: 7.3775 Half Percent 
1980: P7.5115 1979 1980 1981 Change a/ 
1981: 7.90 (est.) 
INOOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (1981)b/ 29 ,585.Or/ 35,181. 40,131.4e/ 
GNP at 1972 prices (1981)b/ 12 30e. 12,379 .0e/ 
Per capita GNP, current prices (1981)b/ $ $ 734.0p/ $ 816.0e/ 
Fixed-capital formation on durable 
equipment, 1972 prices b/ 1,492. 
Personal income, current prices 22 , 869. 
Indices (1972 = 100) 
Mining (physical vol. production) 145. 
Manufacturing (physical vol. production) ua: 
Average Labor Productivity c/ 107. 
Average Industrial Money Wage 157. 
Labor Force (000 workers) 16 , 739 
Average unemployment rate (%) 4, 
MONEY AND PRICES 
Money Supply b/ 2,554. 
Interest rate (%)d/ 12. 
Indices: Manila 
(1978=100) Wholesale prices (Annual 
Average) (May 1981) 119. 
(1972=100) Consumer prices (Annual Average) 241. 
BALANCE OF PAYMENTS 
Central Bank Gross Reserve f/ 2,422: 
Outstanding External Debt 9,778. 
Annual debt service burden (March 1981) 1. 252. 
Annual debt service ratio (%)(March 1981)g/ 18. 
Balance of Payments (May 1981) -570 
Balance of Trade (May 1981) -1,540 
Exports, f.o.b. (May 1981) 4,601. 
U.S. Share (%) 29. 
Imports, f.o.b. (May 1981) 6,141. 3, 2804 9. 
U.S. Share (%) 22. 22.6 
Main i rts from U.S. (May 1981): Machinery other than electric, $127.0 million; Cereals and 
cereal preparations, $78.0 million; Electric machinery apparatus and appliances, $42.1 million; 
Transport equipment, $36.6 million; Explosives and miscellaneous chemical products, $33.5 
million; Chemical elements and compounds, $33.0 million; Textile fibers not manufactured into 
thread or yarn, $20.1 million. 
Main i rts from abroad (May 1981): Petroleum and petroleum products, $1,033.4 million; 
Machinery other than electric, $353.0 million; Transport equipment, $248.3 million; Electric 
machinery, apparatus and appliances, $155.2 million; Base metals, $150.6 million; Chemical 
elements and compounds, $122.0 million; Cereals and cereal preparations, $98.7 million. 
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r/ Revised p/ Preliminary e/ Estimate 

a/ Comparison between that period in 1981 and similar period in 1980. Percent changes for data 
originally available in pesos were calculated using peso values and therefore will be 
different from dollar comparisons. 
Peso values converted to dollars,using average exchange rate for the period. 
Labor productivity measured in terms of net domestic product per employed person. 
Weighted average of money market rates (borrowing and selling). 
Reserves outstanding as of end of period. 
For debt of over l-year maturity, as defined by RA 6142, as amended. 
Sources: Central Bank, National Economic and Development Authority, National Census and 

Statistic's Office, Ministry of Labor. 





SUMMARY: 


The economy during 1981 has been marking time, waiting 
for an upturn in commodity demand in developed countries 
that will hopefully make 1982 more buoyant. Exports are 
projected to grow by only 12.6 percent, with minerals, 
timber, and sugar notably depressed below 1980 levels. Non- 
traditional semimanufactured and finished exports generally 
held up well in the first half of the year. The growth of 
imports will also decelerate in 1981, but declines will be 
mostly felt in capital equipment. Petroleum imports are 
expected to increase in dollar value by about 40 percent, 
despite a decrease in comsumption of about 5 percent. 
Inflation was headed downward in the first half of 1981 and 
may average about 12-14 percent for the year. 


Turmoil in the financial markets has prompted stronger 
regulation of commercial paper and a Central Bank rescue 
program for affected investment houses and corporations. 

The program has increased public sector equity in the 
assisted enterprises and promised more responsible management 
with government participation. 


Interest rates on all loans, except those of 1 year and 
under, were deregulated by October 1, 1981, with little 
reaction. The peso depreciated by about 5.7 percent against 
the dollar through September, surpassing the level of 8 pesos. 
At the same time, the peso has appreciated against most 
European currencies and the yen. 


The Philippines continues with its ambitious domestic 
energy program. Exploration of the Cadlao petroleum field 
in August promises to increase daily production by 9,000 barrels 
per daily (bpd) over the present 3,000 bpd out of Nido, the 
first commercially active oil field. Two geothermal units 
have boosted power in Luzon but coal production has been 
temporarily stimulated above demand. The alcogas (an alcohol- 
gasoline mixture) program has been restructured and a pilot 
program to mix coconut oil with diesel is underway. 


The Government's energy diversification program and the 
11 major industrial projects, valued at over $6 billion, will 
continue to offer opportunities for equipment sales. Invest- 
ments in labor intensive industries continue relatively strong. 
Foreign investments require approval by the Board of Investments 
(BOI) or the Export Processing Zone Authority (EPZA) to qualify 
for government incentives. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Slow Growth and Moderated Inflation Characterize 1981 


Statistics for the first half of 1981 and projections 
for the whole year indicate slow growth, flat exports and 
imports, and a moderating inflation pattern. Exports are 
predicted to grow by about 12.6 percent in 1981, less than 
half the rate of growth experienced in 1980 (26 percent). 
The growth of imports will also moderate to about 14 percent, 
also a decline from the 26 percent rate of growth in the 
previous year. The decline of imports will, however, be 
uneven with capital equipment markedly off, perhaps down as 
much as 10 to 15 percent compared with 1980. Petroleum 
products are expected to increase in value as much as 40 
percent, with a slight volume decline (about 5 percent). 
The trade deficit for 1981 is predicted to widen to $2.29 
billion, an increase of about $350 million over 1980's deficit 
of $1.94 billion. The nonmerchandise or service account 
deficit is also predicted to increase to $700 million, compared 
with a $555 million deficit in 1980. The estimated current 
account deficit would be $2.49 billion in 1981, in contrast 
to $2.07 billion in 1980. The overall 1981 balance-of-payments 
deficit is projected at $375 million. Increased net direct 
investment estimated at $290 million for the year, and somewhat 
better conditions for long-term borrowing in the second half 
of 1981 are expected to improve the capital accounts. The 
net inflow of short-term capital, which increased rapidly 
in 1980, is expected to decrease. 


Major commodity exports such as sugar and timber are 
earning less than in 1980. Coconut products did notably 
better in the first half of 1981, up 26 percent over the same 
period in 1980, which was very depressed. Nontraditionals, 
especially garments, are continuing well; but electronics are 
perceived worldwide to be softening, although semiconductor 
companies continue to open plants in the Philippines and 
expand their existing operations. The economy is essentially 
marking time, waiting for the upswing in the developed countries 
that will translate in 6 months' time into increased demand 
for domestic commodities and goods. This upturn is generally 
expected sometime in 1982 but may be more elusive than 
anticipated. 





Inflation,as measured by the average change in the 
Consumer Price Index for Manila over the previous 12 months, 
has moderated considerably in the first 6 months of 1981, 
to 13.1 percent compared with 21.5 percent for the same 
period in 1980. On an annualized basis, inflation for Manila 
was 8.3 percent in the first half of 1981. While petroleum 
prices are expected to be stable for the remainder of 1981, 
price adjustments increasingly have to be made to other 
commodities to keep them abreast of increased costs. The 
maximum price of cement was raised in July, and the fertilizer 
subsidy, which was about 40 percent of the actual cost, is 
to be gradually phased out. Price adjustments are now 
expected in the low domestic prices of sugar and rice, both 
of which use substantial fertilizer inputs. 


The estimated 1981 growth of gross National Product (GNP) 
was revised from 5.4 percent to 5.2 percent at mid-year. 
GNP in 1980, originally estimated at 4.8 percent in December 1980, 
was revised in June 1981 to 5.4 percent. However, 1981 is not 
expected to have the hidden strength that 1980 showed in 
private construction and capital formation. If exports 
continue to be soft, the present 1981 GNP estimate of 5.2 
percent may prove to be too optimistic. 


The Central Bank's gross foreign exchange reserves were 
allowed to decrease by $559 million from the end of 1980 to 
$2,596 million as of the end of June 1981, to rationalize 
the level of international reserves and to maintain 
it at a level sufficient to finance approximately 4 months' 
import payments. 


Financial Market Turmoil Prompts Government Action 


The disappearance of a textile entrepreneur and banker 
in January 1981, who left behind some $80 million in largely 
unsecured debt, brought about a severe liquidity crisis in 
the money market and forced the Central Bank to take emergency 
measures to rescue a number of investment houses and corporation, 
It has also resulted in reforms that are expected to benefit 
the financial sector in general. The Central Bank and the 
newly reorganized Security and Exchange Commission have 
subsequently put into effect tighter regulations on the use 
of commercial paper for corporate financing and have begun a 
credit information service. 





A 5 billion peso (about $626 million) corporate 
rescue fund has been established for 3 years to 
strengthen a number of industrial companies that were 
financially overextended. In 1981, the fund is expected 
to spend 1.5 billion pesos (about $188 million) to recycle 
funds through the financial structure to put the corporate 
paper money market on a better footing and to replace the 
corporate paper financing of aided industries with state 
financial loans and equity. The rescue operation has been 
open to criticism of favoritism from the business community. 
Central Bank officials have countered by maintaining that 
the rescue operation was necessary to avert a financial 
collapse and that the affected companies will be required 
to undergo structural changes and agree to the participation 
of government officials in key corporate decisions. 


The unsettled financial conditions and the slowdown of 
business activity greatly reduced domestic credit used by 
the private sector, which grew by only 2.9 percent in the 
first 6 months of 1981, compared with 12.7 percent in the 
second half of 1980. Public sector credit, in contrast, 
grew much faster, 40.1 percent in the first half of 1981, 
to offset the decline of private activity. Consequently, 
the government deficit in 1981 rose rapidly to 5 billion 
pesos in the first half. Revenues increased by only 5 percent, 
requiring net borrowing of 5.4 billion pesos, mainly from 
the IBRD and domestic sources to meet the gap. Higher 
government spending is anticipated throughout the second 
half of 1981 to counteract depressed private sector activity. 


Central Bank Reiterates Faith in Market Forces 


Ceilings for all interest rates, except those on loans 
of 2 years or less, were eliminated on July 1, 1981. 
Depressed economic activity and the Central Bank's open 
market activity have subsequently maintained the floating 
interest rates within reasonable bounds and encouraged their 
deregulation on loans from 1 to 2 years on October 1, 
1981. It was also ruled that interest rates on previously 
acquired loans could not be readjusted, as was formerly 
done when maximum interest rates were increased, thus 
assuaging the fear of some creditors that interest on their 
loans would be readjusted upward. 


The peso reacted to the strong U.S. dollar by depreciating 
gradually from 7.59 pesos to the dollar at the end of December 1980 
to slightly over 8 pesos in the first 9 months of 1981, a 
difference of about 5.7 percent. At the same time, the peso 
has appreciated against the major European currencies and 
the Japanese yen. The Central Bank has pledged a continued 
flexible exchange rate and a close watch on its major markets 
to ensure appropriate exchange rate adjustments. 





Economic Restructuring Moves Ahead 


The industrial restructuring program,under the aegis 
of the IBRD, has continued to move ahead. New equalized 
tariff rates on raw and intermediate imputs went into effect 
January 1 and August 16, 1981, bringing down the overall 
tariff protection in the Philippines from 42.42 percent to 
28.08 percent. The country is now closer to the ASEAN 
(Association of Southeast Asian Nations) average rate of 
22.3 percent. The Tariff Commission will next schedule a 
review of tariff rates for specific industrial sectors. 
These rates must be comparable with plans to restructure 
certain industrial sectors such as textiles and cement, as 
well as future development plans. 


The IBRD is releasing the first tranche of $200 million 
for the general industrial restructuring program this year. 
The program is expected to last 3 years and amount to $600 
million, contingent on progress at each step. 


Review of the Energy Programs 


The Philippines has made significant progress in its 
stated objective of reducing its dependence on imported oil. 
In 1980, imported oil accounted for 83 percent of the 
commercial energy consumed, compared with 93 percent in 1978. 
Total consumption of oil products has dropped from approximately 
220,000 bpd in early 1980 to about 209,000 bpd in mid-1981. 
The fall in consumption can be attributed to price increases 
for petroleum products, increased use of alternative energy 
sources and other conservation measures. The Government's 
goal is to reduce the country's dependence on imported oil to 
44 percent by 1986. The Government has outlined a very ambitious 
energy plan to achieve this goal. Some of the component 
programs, such as the geothermal development program, have 
proved very successful to date and are expected to meet most of 
their targets. Others, such as the alcogas program, have 
encountered serious difficulties and are considered more 
questionable contributors to the overall goals of the Government. 





Oil exploration and production continue, mainly off- 
shore, northwest of Palawan. Production at the Nido field 
has fallen to less than 3,000 bpd. However, the Cadlao 
field became the country's second commercial field when it 
began production in August 1981. Amoco, the operator of 
the field, estimates that it will produce about 9,000 bpd. 
A third field, Matinloc, is expected to begin production 
in the second quarter of 1982 at a rate of 12,000 bpd. 


There have been additional oil discoveries recently> 
but it is still too early to tell whether these wells 
warrant commercial development. The Ministry of Energy 
estimates that about 20 wells will be drilled in 1981, 

7 short of the year's target. The short supply of 
drilling rigs has been the major inhibiting factor. The 
Ministry projects an average of 25 wells per year through 
1986 with more emphasis for onshore drilling. 


The development of geothermal energy sources has been 
and will continue to be an important part of the Government's 
shift away from oil use for power generation. Two geothermal. 
fields in Luzon now have generating capacity of 440 megawatts (MW). 
Additional units are scheduled for completion in Luzon in 


1982 (110 MW) and in the Visayas in 1983 (225 MW). 


These developments, coupled with the completion of some 
hydroelectric units, have markedly improved the power situation in 
Luzon. The power outlook for Luzon will continue to improve 
as generating capacity increases with the addition of 
geothermal, hydroelectric, coal (1983), and nuclear (1985) power 
plants. The power grids in the Visayas will benefit from 
additional geothermal generating capacity in 1983 (225 MW), and a 
number of hydroelectric projects are scheduled for completion in 
Mindanao in 1983 and 1984 (500-600 Mw). 


Consumption of most petroleum products has declined 
significantly over the past 2 years, mainly as a result of 
price increases. Gasoline consumption in 1980 was 30 percent 
lower than in 1979. Industry sources indicate that it has 
fallen by an additional 19 percent in the first 7 months 
of 1981. Diesel consumption rose by about 6 percent in 1980 
as a result of a shift by consumers from gasoline to diesel 
use. This trend is expected to continue through 1981. While 
further decreases in gasoline consumption may be in store 
because of the Government's alcogas program (which calls for 
alcohol to displace over 15 percent of gasoline consumption 
by 1986), the program has encountered significant problems 
in its first year of operation. The ability of the Government to 
bring enough sugar centrals into participation as alcohol producers 
and to encourage consumer acceptance will be determining 
factors in its success. The Philippines is also developing 





plans to mix coconut oil with diesel in an effort to 
moderate the growth in diesel consumption. Pilot programs 
are underway using coconut oil-diesel mixtures in power 
generation, bus transport, and military vehicles. The 

oa hopes to displace 5 percent of diesel consumption 
by 1906. 


The Government's coal program is beginning to take 
shape, although progress has not been as rapid as had been 
anticipated. Conversion of the cement industry to coal 
use, originally scheduled for completion in 1981, has been 
delayed until 1982. Two coal thermal power plants (300 MW 
each) are being planned for the Luzon grid (first one in 
1985), and a number of other large energy users are converting 
voluntarily to coal use. A 55-MW coal thermal power plant 
has been completed on the island of Cebu and should begin 
operation by the end of the year. A second 55 MW unit is 
planned for completion in 1986. The National Coal Authority 
(NCA) has signed one supply contract with Australia and is 
studying the markets of Australia, Canada and the United States 
for additional imports. Australian and Canadian coal seem to 
have the advantage over U.S. coal at this point. 


Local coal production is increasing faster than demand 
at the moment, but the Government anticipates the need for 
significant imports in 1982 and beyond. Much of the locally 
produced coal has a low BTU (British Thermal Unit) content and 
will need to be mixed with higher grade coal. The need for 
coal handling facilities is a priority project of the Government. 
Its plans call for the completion of seven coal terminals, 
four outloading ports and three rail systems by 1984. However, 
some of these projects have already run into difficulties and 
may not be completed on schedule. 


IMPLICATIONS FOR THE UNITED STATES 


Major Projects Offer Greatest Sales Potential 


The Government's diversification of energy sources 
program should provide U.S. suppliers of technology and 
equipment with ample opportunities. Coal and coal handling 
technology and equipment will be in particularly great demand 
as government-mandated coal conversions in power generation 
and the mining and cement industries take place. Other energy 
areas that show promise for U.S. suppliers include solar and 
bio-mass. 





The Philippine Government has put an increased emphasis 
on its 11 major industrial projects, which are designed to 
provide the new materials for further industrial diversi- 
fication. Some of these projects will provide substantial 
opportunities to U.S. suppliers. The projects are as follows: 
an aluminum smelter, a copper smelter, an integrated steel 
mill, a phosphatic fertilizer complex, a diesel engine manu- 
facturing plant, the development of heavy engineering 
industries (metalworking), rehabilitation and expansion of 
the cement industry, coconut industry rationalization 
(downstream processing), the manufacture of alcogas, a pulp 
and paper mill and a petro-chemical complex. The total cost 
of these projects is expected to be over $6 billion, and the 
Government will rely to the maximum extent possible on 
supplier-arranged financing. 


The 11 projects are all at various stages of implementation. 
The copper smelter is already under construction under a joint 
venture agreement including Japanese, the Philippine public and 
private sectors, and World Bank interests. This project has 
already led to a further downstream development as the economic 
ministers of ASEAN recently selected a copper fabrication plant 


as the Philippine ASEAN industrial project. This project will 
produce rods, wire, and other fabrications of copper. The plant 
is expected to cost $200 million. U.S. suppliers of equipment 
should make their interest known early. 


While the contract for the phosphatic fertilizer plant was 
recently awarded to a Spanish-led consortium, there are 
opportunities for the sale of U.S. equipment for that project. 
A U.S. firm was recently awarded the engineering contract for 
the integrated steel mill, which will utilize the direct 
reduction process. Bid specifications on this $800 million 
project are expected to be issued in 1982. Interested U.S. 
firms should register with the National Steel Corporation. The 
other projects are not expected to start immediately, but it is 
certain that foreign competition on all of them will be keen. 
American firms should present their sales and/or engineering 
proposals early in order to assure that they are included on 
the list of firms invited to bid when the time comes. 





Market prospects for American suppliers of the following 
products appear to be good: 


Computers and Peripherals 

Security and Safety Equipment 

Energy Conservation and Generation Equipment 
Agricultural and Industrial Chemicals 

Mining and Extraction Equipment 

Coal Handling Equipment 


It must be emphasized that it is virtually impossible 
to achieve market penetration in the Philippines without 
frequent and regular visits by senior sales and engineering 
personnel. Philippine executives like to deal with suppliers 
face-to-face. Selection of representatives/distributors 
is a mutual process and requires in-person evaluation on 
both sides. Distributor support through visits to end-users 
and participation in promotional events is essential. 


The Department of Commerce, in conjunction with the 
Embassy, will be conducting the following trade promotion 
activities in Manila in the near future. Any firm interested 
in participating should contact their nearest Commerce 
District Office. 


- Security and Safety 
Equipment Trade Mission February 22-23, 1982 


Computer Systems 
Exhibition April 19-23, 1982 


Solar & Alternate 
Energy Sources Seminar/ 
Mission July 12-13, 1982 


Pollution Control 
Equipment Seminar/Mission September 2-3, 1982 





Investment in Export-Oriented Industries Favorable 


As discussed earlier, the overall investment climate 
has been slow, but investment in. nontraditional export- 
oriented industries has remained strong. This has been 
particularly the case in labor-intensive industries. 
Investments in such industries are actively encouraged 
by the Board of Investments (BOI) and the Export Processing 
Zone Authority (EPZA). The BOI must approve all investment 
applications with 30-percent or more foreign participation. 
Foreign equity in local industries is normally limited by 
law, but there is more liberal treatment of investments in 
pioneer and export-oriented industries. In fact, investments 
in the export processing zones may be 100-percent foreign 
owned. Potential investors are encouraged to contact the 
Embassy for more specific information on investments in the 
various sectors of the Philippine economy. 
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